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Today, in order to survive extremely intensified competition on world markets and almost daily changes of production technologies and labour organization in general, companies must seek for new paths to do business effectively, that is to achieve targeted business goals. More and more international companies are realizing that the tactics that lead to survival and development include concentration on activities that add the most value and elimination of other activities.

One way to improve the effectiveness of doing business is by using outsourcing, which is an act of transferring unessential internal activities to outside providers, and focusing on core (main) company activities (Greaver, 1999, 3). Outsourcing is currently the only tool available that enables focusing on core activities (that companies do best and is recognized by) and the abstraction of important but non-core activities that do not represent the driving force of the company, while simultaneously improving the quality and cutting costs of performing those activities (Bendor-Samuel, 2000, 22).

The usage of this managerial tool has been especially intensified in the last 10 years due to certain changes in the conditions of making business. The most important changes that allowed outsourcing to be embraced as an important restructuring tool are as follows (Greaver, 1999, 12):
	Large organizational size is no longer a competitive advantage.
	Small, agile niche competitors can now change industries and cost structures overnight.
	Product and service cycle times have reduced dramatically and time based competition demands a quicker response.
	Investors demand a focused management that delivers.
	Significant operating and financial performance improvements are critical for success and long-term survival.
	Supplies of technical specialists are reasonably plentiful; thus, employing them internally is unnecessary for their availability.
	Cutting edge technology and knowledge are now recognized as competitive weapons, but are expensive to acquire and successful results are often elusive when implemented internally.

The relationship between outsourcing partners is only likely to work if the following are in position (Gay/Essinger, 2000, 78):
	a definition (in the form of a contract) of the nature of the relationship with the supplier
	a boundary defining the responsibilities of the service provider and the responsibilities of the organization that has appointed the service provider
	a way of measuring the success of the outsourcing initiative.

In history, outsourcing was used only when organizations could not perform due to incompetence, lack of capacity, financial pressures or technological failure. Only short-term indicators were considered important and the most important factors in the decision of whether to produce internally or to outsource were the achieved economy of scale and the capability of performing a specific activity, as shown in Figure 1.

Figure 1 shows that outsourcing was considered only in the case of a sub-critical internal economy of scale and average or under-average capabilities of performing a certain activity, while it was avoided in all other cases. In the beginnings of the planned implementation of outsourcing, almost the only reason for the use of this tool was to get a lower price, if possible with a better service, by using the provider’s economy of scale. Today, it is not only about the costs as before, although they are still the main reason for conducting outsourcing. Besides short-term economic justifiability and previous success of performing a certain activity as reasons for outsourcing, today it is also used to restructure organizations that have been quite successful. This is due to the fact that these organizations now recognize that management’s undivided attention on building core competencies and serving customer needs is crucial. Anything that distracts from this focus will be considered for outsourcing. Outsourcing begins with processes furthest from the core and then moves toward it. 

















Figure 1. Buy/produce decision matrix (Willcocks/Feeny/Islei, 1999, 296)
 
A question that will probably come to mind when management decides to outsource a successful internal unit will be why not just continue to use its services if the unit performs so well. The answer is because it has been determined that the organization’s core competencies are not to be found in this unit. These activities are important but not core, that is they are not necessary for the survival and development of the company. Accordingly, restrictions should now be placed on the resources allocated to this unit, which would probably result in the deterioration in performance over time.

Figure 2 shows how project team members should consider the perspective of the internal unit, considering the current situation and existing factors of influence. If the management of the company chooses outsourcing, it has to keep in mind that a well-defined methodology should be used for its successful implementation.
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Figure 2. Deciding about the future of internal units (Greaver, 1999, 153)

It is clear that no success can be guaranteed, but good preparation will prevent or minimize most of the risks and, thereby, increase the probability of a successful outsourcing initiative. Each risk should be scored against the likelihood of its occurrence, as well as the severity of its impact. The organization’s managers may be asking: “Why should we take these risks?” The answer is simple. In today’s fast-changing environment, staying the same is riskier than outsourcing. If a function or process is not performing well, they are a burden to the organization. The risk of an outsourcing failure is greatly lessened when a thorough methodology is followed.







While exploring the influence of outsourcing on achieving company goals in large Croatian companies, the criterion of choosing a company into the observed sample was that the company employed 250 or more workers. In March 2003, 497 Croatian companies fulfilled this condition (www.hgk.hr (​http:​/​​/​www.hgk.hr​), 10.03.2003.). The research was made during March and April 2003 using a mailed questionnaire as the main research instrument. The questionnaire was filled out by representatives of higher management levels in large Croatian companies. As the survey was anonymous, the presentation of the gained research results will not contain the names of the surveyed companies.









The research contained three main hypotheses:

H1: There is no significant interdependence between using outsourcing and achieving main company goals in large Croatian companies.
Using or non-using outsourcing, as an individual and independent factor, can hardly make a significant impact on achieving main company goals, but it can be expected that outsourcing would help doing this in combination with other managerial tools and measures of a company’s economic policy. 

This assumption stands especially in the business context of Croatia, with many companies being transformed and with still ongoing various transition processes, where outsourcing as a managerial tool still has not been fully developed and implemented in the right ways using specific methodologies as it has been in the western world (where greater impacts of using outsourcing on achieving company goals can be expected due to this fact).

This is the reason why, while exploring the influence of the independent variable on the dependent one, it has been assumed in this case that there is no statistical significant interdependence between using/non-using outsourcing and the degree of achieving goals in large Croatian companies. 

H2: There is interdependence between the existence of plans for implementing outsourcing projects and the degree of achieving outsourcing goals.

It is logical to assume that the existence of plans for implementing outsourcing projects would improve the achievement of outsourcing goals, which would be proven in the case of large Croatian companies by confirming the hypothesis stated above.

H3: The geographical position of a company, as well as its age, type of ownership structure, share of foreign capital and type of activity do not have a significant influence on the level of outsourcing.





Establishing an eventual existence of interdependencies between particular variables in the case of all three hypotheses was conducted using the Chi-Square test (used for testing a hypothesis that the distribution has a certain form and a hypothesis of independent characteristics). 





3.1. Analysis of the hypotheses

H1: There is no significant interdependence between using outsourcing and achieving main company goals in large Croatian companies.






		% within "Use of outsourcing"	24.0%	76.0%	100.0%
	yes	Count	7	59	66
		% within "Use of outsourcing"	10.6%	89.4%	100.0%
Total	Count	13	78	91











No. of Valid Cases	91				

Due to the fact that during testing of the hypothesis the empirical value of the Chi-Square (2.66) did not exceed the table value (2.71) on the significance level of 10 %, it has been concluded that the use of outsourcing indeed has no significant impact on achieving company goals in large Croatian companies. It can be assumed that the reason for this is that outsourcing, as an individual and independent factor, can hardly make a significant impact on achieving main company goals. However, it can be expected that it would help doing this in combination with other managerial tools and measures of a company’s economic policy.

H2: There is interdependence between the existence of plans for implementing outsourcing projects and the degree of achieving outsourcing goals.

Table 2. Relationship between the existence of plans for implementing outsourcing projects and the degree of achieving outsourcing goals

	Outsourcing goals were : (Y)	Total
	Completely realized or exceeded	Partly realized or exceeded	Completely under-
-achieved	Not established	
Existence of the outsourcing plan (X)	A detailed plan	Count	5	10			15
		% within the "Existence of the outsourcing plan"	33.3%	66.7%			100.0%
	A general plan	Count	6	20		1	27
		% within the "Existence of the outsourcing plan"	22.2%	74.1%		3.7%	100.0%
	No plan	Count	5	11	4	4	24
		% within the "Existence of the outsourcing plan"	20.8%	45.8%	16.7%	16.7%	100.0%
Total	Count	16	41	4	5	66










No. of Valid Cases	66		

It was logical to assume that the existence of plans for implementing outsourcing projects would improve the achievement of outsourcing goals. 

This was proven in the case of large Croatian companies by confirming the hypothesis set above due to the fact that the empirical value of the Chi-Square (13.66) exceeded the table value (12.59) on the significance level of 5 %.

Table 3. The correlation between the existence of plans for implementing outsourcing projects and the degree of achieving outsourcing goals

	Value	Asymp. Std. Error(a)	Approx. T(b)	Approx. Sig.
Somers' d	Symmetric	.257	.110	2.247	.025
	Was there a plan for implementing outsourcing? Dependent	.281	.117	2.247	.025
	Set outsourcing goals were: Dependent	.236	.105	2.247	.025

In this case, a week (0.236) correlation was established, which means that the existence of plans for implementing outsourcing projects has a positive (but not strong) impact on the degree of achieving outsourcing goals.





Table 4. Relationship between the age of the company and 




Age of company	- 1944	Count	4	3	1	2	3	1	1	15
		% within "Age of company"	26.7%	20.0%	6.7%	13.3%	20.0%	6.7%	6.7%	100.0%
	1945 -1989	Count	18	7	8	4	10	5	2	54
		% within "Age of company"	33.3%	13.0%	14.8%	7.4%	18.5%	9.3%	3.7%	100.0%
	1990 -	Count	4	3	9	1	3	1	1	22
		% within "Age of company"	18.2%	13.6%	40.9%	4.5%	13.6%	4.5%	4.5%	100.0%
Total	Count	26	13	18	7	16	7	4	91










No. of Valid Cases	91			

In all the researched cases, it was established that the empirical value of the Chi-Square exceeded the table value on the test significance level of 10 %. This normally would mean that for the confirmation of the tested hypothesis, the level of outsourcing was not depending significantly on the geographical position of a company, its age, type of ownership structure, share of foreign capital and type of company activity. 





























































No. of Valid Cases	91			

Table 6. Relationship between the type of company ownership 




Type of  ownership	Private owner-
-ship	Count	15	9	11	4	13	6	4	62
		% within Type of ownership	24.2%	14.5%	17.7%	6.5%	21.0%	9.7%	6.5%	100.0%
	State owner-
-ship	Count	4	1	4	1	1	1	0	12
		% within Type of ownership	33.3%	8.3%	33.3%	8.3%	8.3%	8.3%	.0%	100.0%
	Mixed owner-
-ship	Count	7	3	3	2	2	0	0	17
		% within Type of ownership	41.2%	17.6%	17.6%	11.8%	11.8%	.0%	.0%	100.0%
Total	Count	26	13	18	7	16	7	4	91









No. of Valid Cases	91			

Table 7. Relationship between the share of foreign capital 




Share of foreign capital in ownership	0%	Count	21	12	12	5	12	3	1	66
		% within Share of foreign capital	31.8%	18.2%	18.2%	7.6%	18.2%	4.5%	1.5%	100.0%
	0.1 - 50%	Count	3	1	2	0	1	2	1	10
		% within Share of foreign capital	30.0%	10.0%	20.0%	.0%	10.0%	20.0%	10.0%	100.0%
	50.1 - 100%	Count	2	0	4	2	3	2	1	14
		% within Share of foreign capital	14.3%	.0%	28.6%	14.3%	21.4%	14.3%	7.1%	100.0%
Total	Count	26	13	18	7	16	7	3	90
	% within Share of foreign capital	28.9%	14.4%	20.0%	7.8%	17.8%	7.8%	3.3%	100.0%
                                
Chi-Square Tests 
















		% within Dominant activity	60.0%	.0%	.0%	20.0%	20.0%	.0%	.0%	100.0%
	Mfktg.	Count	15	9	13	4	8	5	2	56
		% within Dominant activity	26.8%	16.1%	23.2%	7.1%	14.3%	8.9%	3.6%	100.0%
	Trade	Count	3	2	0	1	3	0	1	10
		% within Dominant activity	30.0%	20.0%	.0%	10.0%	30.0%	.0%	10.0%	100.0%
	Services	Count	5	2	5	1	4	2	1	20
		% within Dominant activity	25.0%	10.0%	25.0%	5.0%	20.0%	10.0%	5.0%	100.0%
Total	Count	26	13	18	7	16	7	4	91









No. of Valid Cases	91			

3.2. Influence of outsourcing on achieving company goals

 As this was the basic question of the research, the answer to it was sought after in two ways. In addition to the more objective way that tried to establish the eventual existence of an interdependence between using or non-using outsourcing and the degree of achieving company goals by using complex statistical methods, Figure 3. shows subjective opinions of representatives of surveyed companies about the influence of outsourcing on the achievement of company goals.


Figure 3. The influence of outsourcing on achieving company goals

Research results show that the majority of respondents (60 %) considers that outsourcing has a small impact on achieving company goals, which goes along with the main hypothesis of the research stating that there is no significant interdependence between using outsourcing and achieving main company goals. A significant number of respondents (29 %) thinks that outsourcing has a significant influence on achieving company goals, while 8 % considers that this managerial tool has no influence on the degree of goal achievement.

3.3.	Usage of outsourcing in large Croatian companies

The research showed that 73 % of the interviewed companies is using outsourcing (of which, 61 % for two or more activities), while 27 % of them has not been using outsourcing.


Figure 4. The extent of using outsourcing
It was interesting to establish the reasons for not using outsourcing for those companies that have not tried out this managerial tool yet. 

Research results show that most of such companies (44 %) have not been considering outsourcing at all until now, while a significant number of companies (28 %) thinks that it is best to perform all necessary activities internally or are concerned about preserving jobs of internal staff (20 %). 


Figure 5. Reasons for not using outsourcing

3.4. Activities outsourced
   
 It was established that activities that are most often submitted to outsourcing were activities related to transport and/or distribution (61 % of companies that uses outsourcing).

They are followed by activities concerning information technologies and keeping/maintaining (both 41 %), manufacturing and law department activities (30 %), marketing activities (27 %) and export/import services (26 %).


Figure 6. Outsourcing of particular activities

3.5. Satisfaction with outsourcing results

It is noticeable that a great majority of surveyed companies is more or less satisfied with the achieved outsourcing results, while a very small number of them is unsatisfied. This can be taken as the first indicator that outsourcing represents a useful managerial tool.


Figure 7. Satisfaction with outsourcing results

3.6. Comparison of internal unit and provider performances

One of the main ideas of outsourcing is to transfer some of the activities to the providers that will carry out those activities in a better and more efficient way than the internal company units previously did. In order to establish if this was the case with large Croatian companies, the surveyed companies were classified by the way they rated provider performances compared with previous performances of company units. A great majority of companies (93%) stated that providers are achieving better performances (much better – 11%; better – 34%; mostly better – 48%) than the internal units previously did, while only 7% of them declared the opposite (mostly worse – 5%; much worse – 2%). 


Figure 8. Comparison of company and provider performances

3.7. Side-implications of outsourcing

World practice has shown that outsourcing often implicates some positive side-implications besides the regular outsourcing goals stated as the reasons why companies decided to try out outsourcing. This research showed that 80% of the companies that are using outsourcing noticed one or more positive side-implications of outsourcing. Most of the time, it was manifested through the improvement of business analysis and better control of internal costs (36%). However, outsourcing was also often acting as a catalyst for changes elsewhere in the organization (30%) and for the improvement of results in other internal units that are candidates for outsourcing because of employee fears from its consequences.


Figure 9. Positive side-implications of outsourcing

In addition to the positive ones, outsourcing can also cause some negative side-effects. It was established that one or more negative side-effects appeared in 52% of the surveyed companies, which is a significant percentage, but much smaller than the frequency of the appearing of previously established positive side-effects. The most common negative side-effect is the appearance of unexpected hidden costs (18%), followed by slower problem-solving (17%), higher costs of outsourced activities (14%), loss of control and dependence on the provider (12%), etc.

Research results showed that the most common reason for the appearance of these negative implications, in the case of large Croatian companies, was poor preparation for the outsourcing project inside the company (35%). This means that the negative implications could have been avoided with better preparations and plans regarding the implementation of outsourcing.





Figure 10. Negative implications of outsourcing

3.8. Outsourcing implications on employees

The research showed that in most cases (52%), the employees that previously were performing outsourced activities ended up transferred to other activities inside their company. 

In 8% of the examined cases, they were transferred to the provider and in 3% of the cases, they were fired. A total of 37% of the surveyed companies conducted some kind of combination of the mentioned options (mostly the first two options, without anyone getting fired).

With projects such as outsourcing, some kind of employee resistance can always be expected because of the uncertainty of job preservation that comes with it.


Figure 11. The destiny of employees from outsourced activities

This was the reason to classify companies by the intensity of employee resistance after presenting the outsourcing decision. 





Figure 12. Employee reactions on outsourcing


3.9. Usage of outside advisors

It has been established that a very small number of companies (3%) used services of outside advisors during the whole outsourcing process, while 36% of them used such services occasionally, and 61% not at all. The gained results are logical considering the lack of outsourcing experts in Croatia.


Figure 13. Usage of outside-advisor services

3.10. Opinion about outsourcing as a managerial tool

The research showed that most respondents (58%) considers outsourcing as a useful managerial tool, while 30% of them considers it occasionally useful depending on the situation, and 12% considers it a very useful tool. None of the respondents thought of outsourcing as a harmful or an unuseful managerial tool.


Figure 14. The opinion about outsourcing as a managerial tool
3.11. Other research results

As the main reasons why large Croatian companies decided to implement outsourcing, the following ones were established:
1.	to reduce and control costs (65%)
2.	to focus on core activities (36%)
3.	to free internal resources for other purposes (21%)
4.	to increase flexibility (18%)
5.	function difficult to manage (15%), etc.





4.	access to resources and needed technology
5.	flexible contract terms, etc.

The research showed that 63% of the respondents thinks that the outsourcing initiative is fully or mostly coordinated with the main company goals and strategies, while ranking company goals by their importance in the following way:
1.	customer satisfaction
2.	increase of product/service quality
3.	growth of market share
4.	employee satisfaction
5.	development of new products/services.





In a world of fast and revolutionary changes, business subjects must adapt themselves to those changes in a quick and efficient manner, while simultaneously keeping or improving the quality of their products or services, and reducing their costs. This situation puts great pressure on company managements, demanding of them to successfully lead their companies through all these changes, in spite of the fact that, in most cases, they cannot afford enough time or resources to do this in a satisfactory way. Searching for solutions for such problems, companies are trying out various managerial tools that they hope will help them solve the problems and adjust to the changes. One of these tools is outsourcing, as one of the alternatives for solving different kinds of problems. 

This is why outsourcing has become a large trend in today’s business-world, especially in the USA (where it is currently used by more than 90% of the companies) and Western Europe, with a tendency of further progressive expanding. The conducted research showed that outsourcing, as a world trend, has been recognized also in Croatia, where it is being used more and more, but is still not established as a managerial tool in the business practice of large Croatian companies as much as it is in the western world. Outsourcing is being implemented mostly for tactical reasons (mostly in order to reduce costs), although it is also being used more often for strategic reasons, with the aim of long-term reconstruction and development of the whole business-organization.

Previous experience has shown that those organizations that have carried out thorough preparations and used adequate methodologies are the most successful ones when it comes to outsourcing non-core functions. This includes (as a start) a detailed internal analysis and the examination of eventual needs for outsourcing, with estimates of possible consequences of outsourcing, especially regarding employees that are conducting the activities planned for outsourcing. After that comes the selection of an adequate outsourcing provider and setting up rules that will define the responsibilities of the provider and the company. It is also important to define ways of measuring provider performances in order to be able to establish at any time how well he is achieving the goals that were set up (and promised); that is, to establish the successfulness of implementing the outsourcing project. 

All of this has to be monitored by a relationship manager, whose responsibility is to secure fast and efficient communication with provider representatives in order to conduct all the required activities (and solve eventual problems) in time and without unnecessary hold-ups. All of these activities have to be well coordinated with other company goals and activities in order to create better conditions for achieving the wanted results. Outsourcing can also be implemented without the previously mentioned preparations and usage of adequate methodologies, but that increases the chances that a project like this would bring more harm than benefit to the company. It can be said that most companies have noticed the need for specialized knowledge and superior technologies that will enable fast and efficient solving of complex problems. However, they are also aware that internal use of such knowledge and technologies does not guarantee results any more because of their high price, fast changing, and difficulties in achieving and managing.

Just because of the high costs and needed time for managing new technologies, many companies have realized that it is cheaper and safer to cooperate with specialized companies that have already managed the required technologies. 

Of course, if a company thinks that it can compete with the best in every aspect of its operation, it can also choose the “noble” option that takes into consideration all company employees. By doing this, it can invest in itself and its workers (by investing in new technologies and the acquisition of knowledge) instead of in the providers, thinking that it will eventually achieve the same gains as it would by using outsourcing. However, this alternative brings along much bigger risks and consequences of eventual poor estimates because it requires constant investments in all company activities and does not promise any results in return. This will eventually jeopardize the existence of all company employees and not only those performing activities that are candidates for outsourcing.

An indisputable fact is that it is almost impossible to be the best at everything (that is in many different types of activities), especially considering that, in most cases, specialized outsourcing providers are far ahead compared to the company’s internal units regarding knowledge, technological equipment and investments in those two variables. By using outsourcing, the provider’s core competencies are complementing the core competencies of the company, creating the “best of the best” combinations.

As a conclusion, it can be said that the world has become a “global village” due to the intense global competition that has brought business partners closer from all parts of the world. Additionally, low costs and superior performances of all activities are more than ever necessary for the survival of the company. This can be achieved by focusing on core company activities, in which the company is best on the market. It also creates the highest values for the company, while simultaneously transferring other activities to specialized and more efficient providers, which will enable the company to be more flexible in doing business and to possibility offer only the best. This is why more and more Croatian and international companies have recognized outsourcing as a managerial tool that will help them to adapt to the future world of making business, in which only those who are the best in what they do will be able to survive.
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